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SUBJECT: GERMAN DOMESTIC OIL SITUATION 

1 . SUMMARY. THE DRAMATIC PRICE INCREASES OP THE PAST 
TEN DAYS HAVE USURPED THE IMMEDIATE ATTENTION OF FRG 
ENERGY POLICY MAKERS WITH THE SUPPLY PROBLEM RELEGATED 
TO A LEVEL OP SERIOUS CONCERN RATHER THAN CRISIS. 

THE DECEMBER SUPPLY PIGURES ARE BETTER THAN HAD BEEN 
EXPECTED BUT SHORTAGES ARE STILL PREDICATED POR JANUARY. 

2. THE POCUS OF FRG INTEREST ON THE ENERGY CRISIS 
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HAS SHIFTED IN THE PAST 10 DAYS SINCE THE TEHRAN AND 
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TRIPOLI PRICE ANNOUNCEMENTS AND SINCE THE DECEMBER 
SUPPLY EIGURES HAVE BEEN MADE AVAILABLE. THE PRIMARY 
ELEMENT OE CONCERN WITHIN THE ERG IS NOW PRICE AND 
THE SUPPLY PROBLEM, ALTHOUGH STILL SERIOUS, HAS LOST 
SOME OE ITS CRISIS NATURE. THE ERG NOW ESTIMATES THAT 
THE MOST RECENT PRICE INCREASES WILL RESULT IN INCREASE 
OE AT LEAST 18 BILLION DEUTSCHE MARKS EOR TOTAL 
CRUDE IMPORTS EOR 1974 OVER AND ABOVE WHAT WAS EXPECTED 
AETER THE EARLIER OCTOBER PRICE INCREASES. THE TOTAL 
INCREASE IN PRICE OF 1974 CRUDE IMPORTS COMPARED 
WITH 1973 WILL OBVIOUSLY BE MUCH HIGHER ALTHOUGH 
THE ERG IS NOT YET PREPARED TO ESTIMATE THIS EIGURE. 

3. OUR ERG SOURCES ESTIMATE THAT THESE PRICE 
INCREASES WILL RESULT IN SUBSTANTIAL INFLATIONARY 
PUSH FOR 1974 ALTHOUGH THEY HAVE NO FIRM ESTIMATES 
AS YET. THEY ESTIMATE THAT THE INCREASES WILL ALSO 
HAVE A NEGATIVE EEEECT ON BALANCE OE PAYMENTS ALTHOUGH 
THEY NOTE THAT ONE RESULT OE THE SHIET IN THE NATURE 

OE THE PROBLEM EROM SUPPLY TO PRICE WILL BE THAT 
WHILE NETHERLANDS AND GERMANY HAD BEEN THE MOST 
AEFECTED UNDER THE EARLIER CIRCUMSTANCES, NOW THE UK, 
ERANCE ANO ITALY WILL FEET. THE MOST BALANCE OF 
PAYMENTS PRESSURE. 

4. ACCORDING TO OUR GOVERNMENT SOURCES THE SUPPLY 
PICTURE IN GERMANY IN DECEMBER WAS BETTER THAN HAD 
BEEN ANTICIPATED WITH A TOTAL SHORTFALL OF ONLY 

7-8 PERCENT OF ANTICIPATED DECEMBER DEMAND. CRUDE 
DELIVERIESWERE REPORTED AS "NORMAL" WITH ALL THE 
SHORTFALL RESULTING FROM A 40 PERCENT SHORTFALL IN 
PRODUCT IMPORTS. DURING DECEMBER STOCKS OF GAS IN THE 
ERG ACTUALLY INCREASED WHEREAS STOCKS OF LIGHT HEATING 
OIL DECLINED BY ONLY 2 DAYS AND HEAVY HEATING OIL 
BY ONLY 3 DAYS. GERMAN REFINERIES ARE RUNNING AT - 
PRACTICALLY 100 PERCENT OF CAPACITY AND WE HAVE LEARNED 
FROM HOECHST THAT IT IS HAVING NO DIFFICULTY PROCURING 
THE NECESSARY SUPPLIES FOR ITS PETRO-CHEMICAL 
PRODUCTION. 
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5. THERE ARE SEVERAL EXPLANATIONS FOR THE BETTER THAN 
ANTICIPATED SITUATION IN DECEMBER. DEMAND HAS BEEN 
REDUCED BY CONSERVATION MEASURES. FOR EXAMPLE THE 
ERG ESTIMATES GASOLINE SAVINGS OF 18 PERCENT OVER 
PROJECTED DEMAND. THE COAL RECONVERSION PROGRAM IS 
GOING BETTER THAN EXPECTED AND ACCORDING TO THE 
GOVERNMENT THIS HAS RESULTED IN A SHIFT FROM HEAVY 
FUEL OIL TO COAL OF 350,000 TONS IN DECEMBER AND 
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AN ESTIMATED 450,000 TONS IN JANUARY. SUPPLIES HAVE 
ALSO INCREASED TO GERMAN PORTS AND WILHELMSHAVEN HAD 
RECORD CRUDE DELIVERIES IN DECEMBER. OUR INDUSTRY 
SOURCES TELL US THAT THE PROFIT SITUATION IN 
THE OIL INDUSTRY IS SUCH THAT MORE MONEY CAN BE MADE 
BY REFINING CRUDE IN GERMANY THAN ELSEWHERE IN EUROPE 
ANO CONSEQUENTLY THERE HAS BEEN ECONOMIC INCENTIVE 
ATTRACTING CRUDE TO GERMANY. IT IS ALSO CLEAR 
THAT CONSIDERABLE CRUDE AND PRODUCT IS CONTINUING 
TO FLOW THROUGH ROTTERDAM PIPE LINE. 

6. THE CONSULATE IN HAMBURG REPORTS THAT THE MAJOR 
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OIL COMPANIES REPORT A SHORTFALL OF FROM 10 TO 15 
PERCENT FOR DECEMBER WITH THE PROPORTION VARYING BY 
COMPANY BETWEEN CRUDE AND PRODUCT. ASSUMING THE 
ACCURACY OF BOTH THE GOVERNMENT AND THESE COMPANIES' 
EIGURES IT WOULD APPEAR THAT A SUBSTANTIAL AMOUNT OE 
OIL ESPECIALLY CRUDE MADE ITS WAY INTO GERMANY IN 
DECEMBER VIA INDEPENDENT CHANNELS. 

7. THE GOVERNMENT'S ESTIMATE EOR THE JANUARY SUPPLY 
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SHORTEALL IS 20 PERCENT OVER ESTIMATED JANUARY DEMAND. 
IT HAS ESTIMATED JANUARY DEMAND AT APPROXIMATELY 
7 PERCENT HIGHER THAN JANUARY 1973. SINCE DEMAND EOR 
JANUARY 1974 WILL IN ALL LIKELIHOOD NOT RISE BY THE 
AMOUNT OF GOVERNMENT PROJECTION IT SEEMS CLEAR THAT 
GOVERNMENT NEED NOT IMPLEMENT ANY NEW CONSUMPTION 
RESTRICTION MEASUR ES IN ADDITION TO THE ALREADY 
IMPOSED SPEED LIMITS AND WEEKEND DRIVING RESTRICTIONS. 
THE GOVERNMENT IS ALSO WORKING TO CONNECT THE 
WILHELMSHAVEN AND ROTTERDAM PIPE LINE SYSTEMS TO 
EACILITATE THE DELIVERY OE CRUDE TO REFINERIES TIED 
TO THE ROTTERDAM LINE. 

8. COMMENT. THE SHIFT OF ATTENTION AWAY EROM SUPPLY 
CONSTRAINTS TOWARD PRICE EFEECTS WILL HEIGHTEN THE 
ALREADY HIGH LEVEL OE ERG CONCERN WITH THE INELATION 
EEEECTS OE THE ENERGY CRISIS. AS YET WE HAVE NO 
INDICATION OF ANY ADDITIONAL MEASURES THE GOVERNMENT 
INTENDS TO TAKE TO DEAL WITH THESE PROBLEMS. THE 
ECONOMICS MINISTRY HAS TOLD US THAT ONE MEASURE IT 
DOES NOT INTEND TO TAKE IN THE NEAR EUTURE IS TO 
LOWER GAS TAXES AS AN INELATION COMBATTING DEVICE. 

THE LAST THING IT WANTS TO DO WE WERE TOLD IS TO 
EURTHER STIMULATE DEMAND EOR GASOLINE PRODUCTS. 
HILLENBRAND 
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